PHI L1 PPI NES ECONOM C WRAP- UP
NOVEMBER 10-17, 2000

A bit of normalcy seens to have returned to Philippine
financial markets, as the political turnoil surrounding a
ganbl i ng scandal and President Estrada develops into a

| egal battle with the formal filing of inpeachnent
charges. Meanwhile, the real econony continues to chug
al ong with August manufacturing output rising 9.3% (year-
on-year). The central bank reported that its defense of
the peso had led to an erosion of its international
reserves position, and weak investnent has resulted in

t he expansion of the bal ance of paynents deficit. The
governnment has tenporarily elimnated tariffs on oil and
oil products in an effort to help reduce the inpact of

hi gher international oil prices; the Philippine House of
Representatives is considering a further reduction in
exci se taxes on fuels for the sane reason (and | eaving
aside the effect of such neasures on the governnent's
budget deficit). Finally, we note that there are new

tal ks about again trying to sell Philippine National Bank
(for the unpteenth tine).

Readers should note that due to the Thanksgi vi ng Day
hol i day, we will not publish the "Wap-Up" on Friday,
Novenmber 24. CQur next edition wll be rel eased Friday,
Decenber 1.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our Cctober Economic Qutl ook, which is also avail able
on our web site.
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EO Suspends I nport Duty On Crude And Fuel Products
More Relief On Ol Prices?

Phi | i ppi ne National Bank: New Effort To Sell?

The Phili ppi ne peso seens to have (at |east tenporarily)
stabilized at just below the P50/$1 mark. As reported
earlier, nmuch of the recent volatility in the peso's

val ue has been based on political sentinent. Wth a
formal i npeachnment now approved by the Philippine House
of Representatives and Senate preparations for a trial,
traders and specul ators seemto be reluctant to bet on
the outconme as yet. The Philippine peso ended the week
at P49. 86/ US$, down froma close of P50.20 on Friday,
Novenber 10.

Banks and forex traders have expressed m sgivings over a
recent circular of the Bangko Sentral ng Pilipinas which
"clarifies" an earlier circular which tightened reporting
requi renments on forex corporations. The BSP cl ai ned that
the original circular was issued to hel p quel

specul ation in the forex market and to prevent noney

| aundering and other illegal activity by requiring
reporting of and docunentary support for any forex
transacti on exceedi ng $10, 000 (paralleling a simlar
requi renent inposed on banks). However, banks have

i kened the new restrictions to a "creeping form of
capital controls.” The "clarifications"” include the fact
that forex corporations (i.e., subsidiaries of commerci al
banks engaged in forex transactions) may not sell foreign
exchange (a) for investnent purposes; (b) for paynent of
forei gn exchange obligations to residents other than

aut hori zed agent banks, or (c) for the sole purpose of
depositing the foreign exchange proceeds in a foreign
currency deposit unit account. Bangko Sentral ng
Pilipinas (BSP, the central bank) Governor Rafael
Buenaventura rejected the notion that these neasures



constitute capital controls; he explained that banks are
still able to service the legitimate (and properly
docunented) forex needs of their clients. BSP officials
al so noted that the new neasures are envisioned as
tenporary, and should be lifted as specul ative pressures
di m ni sh.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

OCT 09 46. 506 46. 550 67.9
10 46. 790 46. 890 156. 4
11 47. 265 47. 315 197.5
12 47. 806 47. 700 198.0
13 48. 350 48. 500 107.5
CCT 16 48. 738 48. 670 125. 2
17 48. 458 48. 300 117. 3
18 48. 516 48. 570 90.5
19 48. 739 48. 775 97.5
20 48. 767 48. 740 98.0
OCT 23 48. 894 48. 960 76.7
24 49. 143 49. 205 99.5
25 49. 633 49. 650 155.0
26 50. 033 50. 400 58.5
27 51. 015 50. 080 46. 0
OCT 30 51. 427 51. 480 77.8
31 51. 680 51. 000 28.5
NOV 01 Mar ket s C osed

02 Mar ket s C osed

03 Mar ket s C osed

NOV 06 48. 895 48. 050 133.5
07 48. 911 49. 250 133.5
08 50. 189 50. 100 154.5
09 50. 414 49. 950 185. 8
10 49. 661 50. 200 166.0

NOV 13 50. 314 50. 350 125.

(62



14 49. 885 49. 830 93.5

15 49. 717 49. 800 65. 5
16 49. 904 49. 890 124. 4
17 49. 915 49. 860 79.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

At the weekly auction of Treasury bills on Monday,
Novenber 13, rates on all three maturities fell as demand
for the government paper returned. Rates on the 91-day
bill fell 43.1 basis points to 16.292% and the rate on
the 182-day bill fell 20.7 basis points to 17.022%
Interestingly, interest rate on the 364-day bill fell a
full 52.6 basis points, bring its yield to 16.863% bel ow
that of the 182-day bill. The T-Bill offering had been
increased to P3 billion (fromP2 billion |ast week); al
the bills were awarded agai nst sonme P7.4 billion in bids.
BSP Governor Rafael Buenaventura told reporters that it
was prepared to cut key policy rates if market conditions
continued to inprove. Local businessnen have conpl ai ned
that high interest rates will choke off the country's
fragil e econom c recovery. Buenaventura, however
cautioned that the issue still required study and

anal ysis, and Monetary Board action to cut overnight
rates woul d depend on continued stabilization of the
peso.

An auction of 'cash managenent bills' (CvBs, which have
tenporarily replaced the weekly T-bond auctions) on
Tuesday, Novenber 14 saw simlar results; rates on the
42-day bill fell 70.9 basis points to 15.130% the rate
on the 70-day bill fell 81.6 basis points to 15.570% As
aresult of the falling rates; National Treasurer Leonor
Bri ones announced plans to continue shifting the
structure of governnent borrowi ng. The Treasury, which
had reduced the CMB auction to P4 billion fromP5 billion
| ast week, w1l again cut the value of the CVMB auction
to by P500 mllion to P3.5 billion beginning next week,
whil e increasing the auction of 364-day T-bills by P500
mllion to P1.5 billion. The nove is intended to help



t he governnent shift the focus of its borrow ng back to
| onger-termi ssues.

Auction Date 91 days 182 days 364 days
OCT 09 9. 392 11. 839 12.982
OCT 16 9.892 12. 339 13. 498
OCT 23 all bids rejected

OCT 30 no sal es no sal es 18. 926
NOV 06 16. 723 17. 229 17. 389
NOV 13 19. 292 17. 022 16. 863

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

OCT 05 11. 3769 10.50 - 13.50
OCT 12 11. 4892 10.50 - 13.625
OCT 19 14. 3294 10. 924 - 24.50
OCT 26 15. 9834 11. 625 — 24.50
NOV 09 18. 5480 14.50 - 21.172
NOV 16 18. 6764 14.50 - 21.50

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The Philippine Stock Exchange (PSE) saw little activity
this week, as investors waited to see which way the
political winds would blow. Press reports about
depressed corporate earnings further depressed investor
ent husiasm Trading volunes were relatively | ow, but
were boosted by a few bl ock trades. PSE contacts have

i ndi cated that bargain-hunting foreign capital has begun
to return to the narket -- in small anmounts, but



reversing earlier outflows of portfolio funds. Overall,
the 33-share Philippine Stock Index (PH SIX) ended the
week at 1470.52; the Novenber 10 cl ose was 1488. 98.

Phi |'i ppi ne St ock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
CCT 09 1365. 01 615
10 1332. 22 607
11 1326. 26 4435 [ a
12 1318. 74 1080
13 1323. 65 1202
CCT 16 1292. 05 689
17 1271.75 569
18 1263. 67 534
19 1256. 96 1053
20 1251. 23 1018
CCT 23 1267. 69 445
24 1282. 42 481
25 1294. 37 616
26 1293. 63 554
27 1284. 88 812
CCT 30 1284. 66 359
31 1287. 85 536
NOV 01 Mar ket s C osed
02 Mar ket s C osed
03 Mar ket s C osed
NOV 06 1500. 10 3840
07 1512. 58 2084
08 1478. 42 1768
09 1488. 79 1006
10 1488. 95 857
NOV 13 1455. 94 695
14 1469. 58 724
15 1469. 20 3703

16 1468. 44 2371



17 1470. 52 2531

a/ including a P3.9 billion block sale of G obe Tel ecom
shar es

Source: Philippine Stock Exchange

AUGUST 2000 MANUFACTURI NG QUTPUT

The National Statistics Ofice's (NSO |atest Mnthly

| ntegrated Survey of Selected Industries (M SSI)
estimates that manufacturing volumes grew 9. 3% year-on-
year in August -- decelerating fromthe consecuti ve,
double-digit growh rates of May (14.1%, June (15.2%
and July (21.3%. The pattern of manufacturing output
since md-1999 suggests a "buil ding-up" and "running-
down" approach to inventory nmanagenent. Net sal es vol une
in August grew by a faster 14.3%rate (from4.7%in
July), but the year-on-year expansion recorded thus far
during the July and August (which averaged 9.5% marked a
sl omdown fromthe average 14. 4% year-on-year increase
posted during the second quarter.

Overall, manufacturing output is expected to surpass the
1.6%full-year 1999 real growh rate recorded in the

Phi |'i ppi nes' national income accounts (based on gross-

val ue-added or GVA terns). First senester nunbers
estimated manufacturing GVA to have expanded 6. 1% year -
on-year. The July and August M SSI results indicate the
possibility of a sustained, perhaps even sonewhat

i nproved, third-quarter expansion. However, there are

i ncreasi ng concerns over fourth-quarter performance,
considering the economc and political uncertainties

af fecting both busi ness and consuner confi dence.

Devel opnents since October — i.e., the sharper

depreci ation of the peso, |arger adjustnents in donestic
fuel prices and utility rates, wage increases, and hikes
in donestic interest rates (resulting fromefforts to
tenper forex volatility) -- have further raised operating
costs and eroded purchasing power. These threaten to

sl ow overall demand and manufacturing activity during the
remai ni ng nonths of 2000. In addition, the manufacturing
sector's performance will be comng off a relatively



hi gher fourth-quarter 1999 base (which was boosted in
part by Y2K-rel ated di sruption fears).

Year - on- Year Change (%

Producti on Vol une Net Sal es Vol une
January 1999 -12. 4 -19.0
February -8.4 -13.8
Mar ch -1.6 -4.9
Apri l 3.5 1.4
May 3.7 -4. 4
June -1.2 -3.0
July -1.7 -5.8
August 15.2 -4.8
Sept enber 5.5 11.9
Cct ober 10.8 13.5
Novenber -4.7 8.9
Decenber 20.6 12. 1
January 2000 13.3 20.0
February 7.4 6.3
Mar ch 3.0 8.2
Apri | -0.1 10.8
May 14.1 22.5
June 15.2 9.8
July 21.3 4.7
August p/ 9.3 14. 3

p/ prelimnary (based on 75% response rate)

Sour ce: Nati onal Statistics Ofice

| NTERNATI ONAL RESERVES AND BOP

Prelimnary esti mtes show t he Bangko Sentral’s gross
international reserve position (@R at $14.4 billion as
of end- Oct ober 2000, down $468 million from Septenber.
According to BSP officials, the decline reflected debt
servicing requirenents and occasional intervention by the
Bangko Sentral to snoothen out volatility in the foreign
exchange market (triggered by the ganbling scandal



inplicating President Estrada). The BSP s international
reserve cushion has generally been on the downtrend since
peaking at $16 billion in March, which partly reflects
devel opnents in the bal ance of paynents (BOP, see bel ow).
The BSP had hoped to build-up its reserve cushion to
$16.1 billion by yearend, but now appears unlikely to

meet that targeted level. Lethargic inports have
prevented a radical decline in terms of nonths of inport
cover. International reserves as of Cctober equaled 4.4

mont hs’ worth of goods and services inports, conpared
with March’s buffer of 4.8 nonths of inports.

Simlar estimates — conputed fromthe change in the
BSP's net international reserves -— indicate that the
Phi |l i ppi nes’ overall bal ance of paynents position had
slipped to a deficit of about $880 million as of end-
Cctober. Based on partial details available thus far,
BSP officials attributed the ten-nonth deficit to a
negative reversal in the capital and financial account
(reflecting smaller net loan inflows as well as weak

i nvestor confidence).

EO SUSPENDS 3% | MPORT DUTY ON CRUDE AND FUEL PRODUCTS

To soften the inpact of rising petroleumprices on the
cost of basic commopdities and services, the President

i ssued Executive Order (EO 314 which reduced froma
uniformthree percent (3% to zero percent (0% the
import duty on crude oil and sel ected petrol eum products.
In effect for three nonths starting Novenber 8, the

gover nnment hopes the neasure will keep punp prices steady
until January 2001. The Departnent of Energy (DCE)
estimates the governnent will |ose sonme P1.1 billion (%$22
mllion) of revenues over the three nonths as a result of
the tariff suspension. (Note: an Energy Industry

Adm ni stration Bureau officer noted to the Enbassy that
while the tariff suspension will translate into a revenue
“l oss”, due to escalating oil prices in the world market,
tariffs collected fromthese inports for the first half
of 2000 has already reached full year 1999 l|level. End
note.)

Earlier, Petron and Shell officials said they may defer
their planned fuel price adjustnments in Novenber if the
3-percent tariff on crude and petrol eum products woul d be



suspended i medi ately. The Consuner Q1 Price Watch | ed
by industrialist Raul Concepcion asserted that imedi ate
suspension of the 3-percent inport tariff could reduce
prices by 25 to 30 centavos per liter. The 3%tariff
suspension for three nonths will apply to the foll ow ng
petrol eum i nports:

HS Code Pet r ol eum Pr oduct | mport Duty
2709. 00 00 Petrol eum crude 0%
2710. 00 30 Fuel Gls 0%

2710. 00 80 Gas oils including diesel,
kerosene, jet fuel, notor
gasol i ne and ot her heavy oils 0%

2711.12 00 Li quefi ed propane 0%
2711.13 00 Li quefi ed but ane 0%
2711.19 10 M xture of |iquefied propane

and but ane 0%

The Ways and Means conmittee of the Philippine House of
Represent ati ves has approved House Bill (HB) 12592, which
proposes to reduce the excise tax on various petrol eum
products, in response to President Estrada's urgent
request to fast track approval of the neasure. Under the
bill, a 10% excise tax cut would be applied on notor
gasoline and fuel oil, and a higher 20 percent cut on
kerosene and diesel (there is no excise tax on LPG. The
Adm nistration's efforts to advance the bill are intended
to grant relief fromhigher international oil prices to
consuners. But the Departnment of Finance (DOF) is wary
of the inpact on governnent revenues, considering that in
August the governnent had al ready exceeded its original
target budget deficit for the year. At that tine,

Mal acanang had adm tted the proposal was not workabl e.

| nst ead, Mal acanang took the | ead in adopting nmeasures to
reduce fuel and energy consunption in government. An

i ndustry source has commented that the effort at tax
relief may al so be intended to generate sone politica
support for an enbattled President. HB 12592 is
currently pending a second reading in the House.



PHI LI PPI NE NATI ONAL BANK: NEW EFFORT TO SELL?

Press reports suggest that |ocal tycoon Lucio Tan may be
| ooking to sell his stake in troubled Philippine National
Bank. Tan reportedly is wlling to sell to any foreign
buyer, but wll not sell to |ocal conpetitors (Tan owns a
second commerci al bank in the Philippines, Alied Bank.)

Tan acquired a controlling stake in Philippine National
Bank in 1998 through a series of "backdoor" transactions
(whi ch sparked much controversy and make it difficult to
say with any certainty exactly how nmuch of the bank he
truly owms). In 1999, under the terns of an agreenent
with the Wrld Bank, the governnment began efforts to sel
its 30% stake in the bank, and persuaded Tan to join in
the sale in an attenpt to attract a better price. The
effort failed and Tan subsequently agreed to purchase the
governnments shares. But then he was unable to live up to
the ternms of the deal, and the governnent remains stuck
with a stake in the bank (which has been diluted to about
16% by a stock rights offering earlier this year).

Governnment officials have confirnmed that Tan is serious
about his willingness to sell his stake, and have
suggested that a deal could include a securitization and
sal e of the bank's non-performng |oans. The chief
restriction would be that Tan wll only sell to a foreign
buyer; he reportedly will not sell to any | ocal,

particul arly Chinese-Filipino, conpetitors. (The only

| ocal bank that had seriously | ooked at buying PNB
previously was Ri zal Commrercial Banking Corporation
(RCBC), owned by the Chinese-Filipino Yuchengco G oup of
conpanies.) The officials said that the governnent would
ook to go in with a Tan sale to dispose of its stake at
a good price. The successful sale of the governnent's
shares in PNB will clear the way for the rel ease of sone
$200 million fromthe Wrld Bank's Banking Sector reform
| oan.



